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GENERAL CINEMA CORPORATION 

ID 


TO THE SHAREHOLDERS Cr GENERAL CINEMA CORPORATION 


“It was the best of times .. . 

It was the vjorst of times’’ 

Tale of Two Cities, Charles Dickens 1859 

Charles Dickens was writing of another time 
and another place in his immortal classic. Never¬ 
theless, his timeless quotation bears some rele¬ 
vance to General Cinema’s operations forthe fiscal 
year ended October 31, 1972 While for us it was 
not the best of times, neither was it the worst of 
times. . 

It was the 11th consecutive year of record 
sales and earnings for our Company Yet, it 
was a year in which the 6% gain in net oper¬ 
ating earnings was the smallest annual in¬ 
crease in eleven years. 

It was a year in which our shopping center 
theatres made their largest proportional con¬ 
tribution to sales and earnings in Company 
history. Yet, it was a year in which our drive- 
in theatres experienpjjl a considerable de¬ 
cline in attendance, revenues and profits 

It was a year in which substantial funds were 
expended in new marketing programs and 
new packaging in a successful effort to obtain 
a more profitable product mix and a greater 
share of market for a number of our beverage 
plants Yet, it was a year in which these in¬ 
vestments temporarily Jpfalized beverage 
profits 

We are pleased with our 13% revenue growth 
as compared with 9% in the prior year. The reduc¬ 
tion in pre-tax operating profit in the Beverage 
Division was the result of necessary and planned 
marketing investments which will benefit sales and 
net income in the future, and our inability to obtain 
price relief to offset rising costs until very late §k 
the year. We are pleased that despite the decline 
in drive-in theatre business and the unusually high 
film costs, due largely to "Godfather,” the Theatre 
Division still increased its pre-tax operating profit 
by 8% and net after-tax profit by 9%. Neither the 
best nor the worst of times, it was nevertheless a 
very challenging year, and on balance we are 
satisfied with the over-all results. 


Net Income from Operations 

Record net income after taxes of $8,778,000 
represented a modest increase over the $8,242,000 
earned a year ago Per share operating earnings 
reached SI 72 on 5,105.352 average shares out¬ 
standing and adjusted for common stock equiva¬ 
lents. This compares with SI 62 per share on 
5,096,281 average shares last year Another 
S435.000 or 8c a share in extraordinary income 
derived principally from the sale of real estate 
brougffttfjStal net income to $9,213,000 or $1 80 
a, share compared with $8,894,000 or SI 75 a 
share a year ago. Pre-tax operating profit in the 
Beverage Division was considerably lower than the 
prior year (see Beverage Division, page 19) De¬ 
spite this decline, with a substantially lower tax rate 
due to investment credits and consolidation of cer¬ 
tain subsidiaries, net income of the division for 1972 
was just a shade better than 1971. The same pre¬ 
tax effect occurred in the over-all figures because 
the increase in pre-tax theatre profit was less than 
the decrease in pre-tax beverage profit. 

Cash Earnings 

An increase in depreciation charges coupled 

the advance in net income raised cash earn¬ 
ings to an ail-time high of SI8,922,000, equal to 
$3.71 a share This represents an 11% gain over 
the $17,101,000 or S3.36 per share posted in fiscal 
1971. Please refer to page 20 for an analysis of 
our sources and uses of working capital Capital 
expenditures in fiscal 1972 amounted to $19.4 mil¬ 
lion of which the Theatre Division used S8.1 mil¬ 
lion (excluding the Loews acquisition) and the 
iQ^iSfiige Division SI0 4 million We estimate that 
capital expenditures in 1973 will t|§||$16 5 million, 
S9 million in theatres and S7.5 million in beverages. 
As noted in prior annual reports, theatre fixed 
assets require minimal replacement. The cash flow 
from theatre depreciation is, therefore, available to 
finance further expansion in this division, or for 
other corporate purposes. By contrast, funds from 
depreciation in the Beverage Division have been 
used largely to replace and improve production, 
delivery and marketing eqtjijfrrreni, 
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General Cinema Corporation and Subsidiaries 

1972 

1971 

1970 

j 

1969 

Ten Year Comparison of Financial Highlights 




• | 

Year Ended October 31 





Revenues 

$197,015,000 

$173,951,000 

$159,462,000 

$129,534,000 

income Before Extraordinary Items 

8,778,000 

8,242,000 

7,115,000 

5,956,000 j 

Net Income 

9,213,000 

8,894,000 

7,341,000 

6,150,000 ; 

Cash Income 

(Net income plus depreciation) 

18,922,000 

17,101,000 

14,100,000 

11,804,000 i 

Shareholders’ Equity 

46,478,000 

38,361,000 

32,816,000 

27,798,000 | 

Total Assets 

153,755,000 

121,818,000 

113,444,000 

95,958,000 j 

Per Share Data 

Number of shares outstanding* 

5,105,352 

5,096,281 

5,056,842 

5,018,985 | 

Income before extraordinary items 

$1.72 

$1.62 

$1.41 


Net income 

1.80 

1.75 

1.45 

i .23; 

1 

Cash income 

3.71 

3.36 

2.79 

2.35 j 

Book value 

9.42 

7.81 

6.64 

5.56 

2 
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1968 

1967 

1966 

1965 

1964 

1963 

,671,000 

$42,386,000 

$33,672,000 

$25,163,000 

$20,185,000 

$15,637,000 

,593,000 

2,190,000 

2,015,000 

1,594,000 

1,291,000 

853,000 

,988,000 

2,286,000 

1,982,000 

1,645,000 

1,381,000 

853,000 

,657,000 

3,815,000 

3,327,000 

2,848,000 

2,414,000 

1,674,000 

i,692,000 

14,060,000 

12,284,000 

10,842,000 

9,679,000 

8,759,000 

?,472,000 

29,876,000 

27,151,000 

23,568,000 

19,762,000 

17,656,000 

1,869,150 

4,840,263 

4,761,953 

4,754,832 

4,743,278 

4,742,735 

S .95 

S .45 

$ .42 

$ .33 

$ .27 

$ .18 

1.03 

.47 

.41 

.35 

.29 

.18 

1.57 

.79 

.70 

.60 

.51 

.35 

3.84 

2.91 

2.58 

2.28 

2.04 

1.85 
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Revenues 

We reached $197,015,000 in revenues in fiscal 
1972, a 13% increase and our 17th < j 
record year. Revenues consisted of $99,763,000 
from theatres and $97,252,000 from beverages — 
both new records. 

Stockholders’ Equity 

Shareholders' equity rose 21 % to $46,478,000 
compared with $38,361,000 a year ago. Book value 
per share reached $9.42 against $7.81 in 1971. Re¬ 
turn on shareholders’ equity was a very satisfactory 
24%. 

Theatre Operations 

Business in our Theatre Division was consid¬ 
erably improved over a year ago, despite lagging 
attendance in our drive-in theatres. Revenues were 
ahead 24% compared to only a 15% gain in the 
prior year. Net profit increased 9% versus an 8% 
improvement a year ago. In fiscal 1972, theatre 
revenues accounted for 50% of total Company 
revenues against 46% in the prior year. The divi¬ 
sion’s net profit accounted for 75% of total net 
income, an increase over the 73% in 1971. Profit 
margins were lowered somewhat by three factors. 
First, the film, “Godfather,” a unique phenomenon 
which added g;rba% to revenues and contributed 
to profits, produced lower than average profit 
margins due to its unusually high film cost. Sec¬ 
ond, reduced |f§e-in attendance correspondingly- 
reduced net profit. Finally, the Theatre Division 
incurred additional interest charges related to the 
financing of the Loews acquisition. 

A modest increase in theatre attendance and 
modest price increases contributed to the advance 
in revenues. The primary contribution, however, 
was from the largest new theatre expansion and 
acquisition program in our history. 

In July, the Company completed the acquisi¬ 
tion of 47 theatres from Loews Corporation for just 
over $16 million, viefeelieve this to be a particularly 
advantageous acquisition since it affords us a sig¬ 
nificant initial entry into the first-run Miami, Phoe¬ 
nix, Albuquerque and the greater Los Angeles 
markets, where we had not previously obtained 
desirable locations. We expect that a number of 
these theatres will be converted to twin operations 
to further increase their profitability, and marginal 
units may be disposed of. Since acquisition, the 
group has operated in line with our expectations. 


In fiscal 1972, we added a total of 103 the¬ 
atres including the 47 acquired from Loews, 9 
larger single units remodeled to accommodate 
twin theatres and two theatres added to existing 
single screen units. 

Operations in- our drive-in theatres were dis¬ 
appointing. The drop in attendance first noted in 
fiscal 1971 W|'H>i§ccentuated during the past year 
due to a great shortage of family-oriented films, 
the traditional mainstay of drive-in operations, and 
to more competition from new shopping center 
theatres. While this group of theatres contributes 
only 5% of total Company revenues, we are con¬ 
cerned about the trend, for which we see no major 
improvement over the next few years. We are, 
therefore, increasing our efforts to develop our 
drive-in real estate holdings in order to secure a 
larger return from these properties through alter¬ 
native uses. We recently leased our Cleveland 
drive-in on a long-term basis at what we consider 
a favorable return. This is the third of perhaps 18 
of our drive-in properties likely to be converted 
to other uses over the next few years. 

The outlook for film product this year is good. 
We note with pleasure that producing companies 
recently have been reporting higher earnings and 
that-their forecasts remain healthy. This augurs 
well for exhibitors like General Cinema, since we 
believe it will mean increasing investment in more 
and better film productions. 

We intend to capitalize on this trend and have 
increased the pace of our shopping center theatre 
expansion. A continued favorable climate in the 
mortgage money market would enhance our po¬ 
tential for expansion. We have, therefore, under¬ 
taken to open more than 100 new theatres in fiscal 
1973 (including conversion of 25 existing single 
units to twin theatres) — the largest single year’s 
building program in our history 22 j%tjt?ff|eatres 
have already been opened in the current year, with 
59 more scheduled to open by June 30 74 are 
presently under construction. Capital expenditures 
in the Theatre Division for leasehold improvements, 
equipment for new theatres, and remodeling and 
conversion to multiple units are expected to rise 
to about $9 million for the year, about equal to 
1972’s cash flow from theatre operations. 

Pricing in the Theatre Division is satisfactory. 
While we do not anticipate any major adjustments 
in our ticket prices, selective price increases will 
occur within the government’s Phase III guidelines. 
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Beverage Operations 

Beverage Division revenues reached a new 
high of $97 million, but were up only 4% over a 
year ago. This reflected widespread discounting 
and marketing emphasis on lower-priced return¬ 
able products. Actual physical volume of soft 
drinks sold increased 7%. Operating net income 
of '$#,229,000 just bettered the $2,224,000 in the 
prior year. Pre-tax net income was $848,000 less 
than a year ago, reflecting the heavy burden on 
gross margins resulting from the cost-price 
squeeze and our aac^jSSipmarketing efforts. 

While we would like tf3.fiave enjoyed a better 
performance from the Beverage Division this past 
year, we believe that most of the expenditures 
made in fiscal 1972 are largely non-recurring. 
Moreover, we are of the opinion that the heavy 
emphasis on marketing, coupled with corporate 
and management reorganization, was successful 
and has placed our Bevefp|je Division in position 
to move ahead significantly this year. 

In a sense we earmarked 1972 as a "market¬ 
ing year." Keystone of that marketing effort was 
the introduction of the 32 oz. resealable-returnable 
bottle and its companion 16 oz. economy-ecology 
package. The new packages afford the consumer 
an answer to his growing concern over litter re¬ 
sulting from disposable packages. Moreover, it 
gives him an opportunity to buy Pepsi-Cola in an 
economy package which competes favorably on 
a price-per-ounce basis with private label products 
in the market. 

The immediate advantages for our Beverage 
Division were considerable. First, it improved our 
product mix by increasing the proportion of sales 
attributable to returnable bottles, which generate 
a higher profit margin. Second, it accelerated the 
trend toward larger containers which in the long 
run should produce better margins. And third, this 
program helped us capture a greater share of mar¬ 
ket, primarily at the expense of the private label 
producers. 

Promotional and discounting expenditures for 
the introduction of the new packages were neces¬ 
sarily heavy to meet competitors’ responses. Al¬ 
though largely non-recurring and in the nature of 
an investment from which we expect future earn¬ 
ings, they were properly charged to current operat¬ 
ing income. A second factor reduced earnings 
rather significantly for this division. Throughout 
most of the year we were caught in a cost-price 


squeeze from which we were unable to implement 
government-approved price relief until well into 
the third quarter, thus preventing us from offsetting 
about nine months of higher costs with normal 
price adjustments. 

Capital expenditures for the Beverage Divi¬ 
sion increase to $10.4 million versus $6.3 million 
a year ago. A sizable portico was invested in the 
new 32 oz and 16 oz. returnable-resealable bot¬ 
tles and the related marketing and production 
equipment. Other funds were expended for deliv¬ 
ery, vending and miscellaneous bottling equip¬ 
ment We exjiact capital expenditures to be 
reduced this year to about $7.5 million, which will 
be provided completely by Beverage Division de¬ 
preciation. 

During fiscal 1972, we acquired the Dr Pepper 
franchise in Lynchburg, Virginia, for $440,000 and 
sold certain Pepsi franchises in rural areas of 
Georgia and Virginia which were uneconomical for 
us to service. In December we also purchased the 
Atlanta 7-Up franchise for $888,000 and expect to 
acquire American Pepsi-Cola Bottlers, Inc., with 
operations in North Carolina, Ohio and California. 
A more complete description of this major acquisi¬ 
tion is discussed under "Subsequent Events." 

A major reorganization of the corporate and 
management structure was accomplished in order 
to move away from autonomous groups within the 
division to a more centralized operation. Former 
senior management has retired or is on a consult¬ 
ing basis and the previously acquired separate 
bottling companies have been consolidated into 
a single operating division. Headquartered in 
Miami, the division is now led by Mr. Herbert G. 
Paige, President, and Mr. Robert T. Shircliff, Chair¬ 
man of the Executive Committee. Three geographic 
areas for supervisory control have been estab¬ 
lished, based in Cleveland, Dayton, and Jackson¬ 
ville. We believe this new structure will bring 
greater efficiencies and more creative leadership 
without sacrificing local marketing aggressiveness 
and competitive drive. 

Communications Division 

On September 21, 1972, with FCC approval, 
we acquired control of Coral Television Corpora¬ 
tion (WCIX-TV, Channel 6, Miami) by conversion 
of $2,432,000 of debentures. We now own approxi¬ 
mately 84% of Coral's common stock and hold 
$767,000 of convertible debentures. 
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Channel 6, Miami, like our investments in the 
FM radio stations, is essentially a start-up situa¬ 
tion. New technical equipment and film program¬ 
ming are being purchased; the studios will be 
enlarged and rebuilt; and a significant news and 
public affairs department is being developed. We 
anticipate that with this additional investment 
WCIX-TV will be able to compete effectively with 
the three network stations in the rapidly growing 
Miami/Fort Lauderdale market. 

Our investment in FM radio stations continues 
to grow On January 10, 1973, with FCC approval, 
a company in which we have invested acquired 
control of Chicago’s pioneer FM station, WEFM, 
from Zenith Radio Corporation for $1 million. Sub¬ 
sequent to our assuming control, an action was 
brought by a Chicago citizens’ group objecting to 
the acquisition. We expect that our defense of the 
action will be successful. 

This investment, plus the Philadelphia, Hous¬ 
ton, Cleveland and Atlanta stations, gives the GCC 
Communications group an important foothold in 
broadcasting’s most promising current-growth 
area, major market FM stereo-radio stations. For 
the year ending October 31, 1972, the GCC FM 
group lost about $1.2 million pre-tax. Develop¬ 
mental losses are expected to continue for another 
year or two. Before the Chicago acquisition, an 
independent appraisal valued these stations at $6 
million. At that time the total General Cinema in¬ 
vestment was just over $5 million. 

Other 

In September we entered into an agreement 
to finance Alperts, Inc., in its development of a 
chain of 100,000 to 150,000 square foot retail furni¬ 
ture warehouse showrooms. A pilot store was 
opened in October near Providence, Rhode Island, 
with four more openings scheduled during the cur¬ 
rent year. Although we are convinced that the ware- 
house-showroom concept is fundamentally sound 
and represents a long-overdue change in a basic 
$10 billion industry, we have limited our initial 
financial commitment to debentures convertible in¬ 
to 70% of the equity, with options for eventual 
100% ownership. Operations are under the direc¬ 
tion of Fredric and Hershel Alpert, who are experi¬ 
enced and successful retail furniture merchants. 
General Cinema’s background and expertise in 
the real estate field and its financial strength, 
coupled with the Alperts’ furniture experience, 


should provide the new company with a sound 
management base for significant growth. 

The Company has devised a rather unique 
executive compensation |s§||5 which stockholders 
will be asked to approve at the April meeting. In 
substance, this plan is designed to retain the Com¬ 
pany’s management team while providing specific 
incentives to enhance earnings growth. The incen¬ 
tives will take the form of leveraged grants of so- 
called “phantom stock," redeemable in cash over 
a five year period and awarded in direct proportion 
to the attainment of specific profit goals. The ap¬ 
preciation or depreciation of these stock equiva¬ 
lents will be measured by the actual market per¬ 
formance of the Company's common stock. In 
effect, each executive so compensated enjoys a 
position akin to that of the Company's stockholders 
and his earned awards are tied to the Company’s 
over-all success as well as to the attainment of his 
individual divisional or plant profit goals. 

Company growth last year was financed from 
funds generated internally and from revolving 
credit bank lines. Acquisitions and the theatre ex¬ 
pansion program extended those lines to near 
their present limits. We therefore, currently 
negotiating several sale-leasebacks which, in the 
aggregate, could provide up to $15-20 million, 
thereby freeing that amount to support our con¬ 
tinued expansion. The American Pepsi-Cola Bot¬ 
tlers acquisition would increase our net worth, 
cash and working capital. Barring a significantly 
large acquisition for cash, there are no present 
requirements for equity financing. 

On January 26, General Cinema declared its 
51st consecutive quarterly dividend, eight cents a 
share, payable March 26 to stockholders of record 
on February 26. 

Subsequent Events 

Within a few weeks we expect to conclude 
the merger with American Pepsi-Cola Bottlers, Inc., 
a public company, by an exchange of stock com¬ 
puted on the basis of one half share of General 
Cinema for each share of American Pepsi. Based 
on market price at this writing, the transaction is 
valued at about $19 million. The transaction would 
be accounted for as a pooling of interests and 
would add about $25 million in annual sales to our 
beverage operations. For the fiscal year ended 
August 31, 1972, American Pepsi reported net op¬ 
erating income of $952,000. We believe that by 
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virtue of this merger, General Cinema would be¬ 
come the largest domestic Pepsi-Cola franchisee. 
American Pepsi operates five plants, three in North 
Carolina, one in Sacramento, California, and an¬ 
other in Springfield, Ohio. We will be extremely 
pleased to welcome American Pepsi shareholders 
to General Cinema's family of stockholders and 
assure them that we will exert every effort to justify 
their faith in us. 

OutJook 

If fiscal 1972 was a year of contrast within and 
between divisions, it appears that in fiscal 1973 
“all systems are go" for a good showing. We are 
encouraged in this belief by several factors. 
Theatre business looks strong, with considerably 
more and better film product anticipated. Our con¬ 
tinuing expansion in multiple shopping center 
theatres should assure additional revenues and 
earnings for the Theatre Division in 1973. We are 
optimistic about our Beverage Division because 


we believe that the marketing investments made 
last year will produce sigdtfjcant puns this year. 
Furthermore, drastic reduction in spending for in¬ 
troductory promotions and discounts should help 
us to re-establish normal margins. We feel confi¬ 
dent that the impact we have made in our markets 
will reinforce our sales efforts and produce healthy 
increases in volume as well. 

In summary, we are expecting a very good 

year. 

Sincerely yours, 



Richard A. Smith 
President 


February 26, 1973 
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Theatre Operations Group 


Nathan Lavidor, Stanley Werthman, Melvin Wintman, Seymour Evans, Howard Spiess, Herbert Hurwitz 
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Beverage Group 
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Real Estate Group 


Roger Lockwood, Joseph Saunders, Frederick Margosian. William Riseman, Morns Englander, Brian Vcasy 
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Genera! Cinema Corporation and Subsidiaries 
Consolidated Balance Sheet October 31,1972 and 1971 


ASSETS 

1972 

1971 

Current Assets 



Cash. 

Short-term investments — At cost 

. $ 7,982,000 

$ 8,178,000 

(Approximates market). 

Notes and accounts receivable — Trade 

Net of allowance for doubtful accounts of 

2,000,000 

5,000,000 

$132,000 in 1972 and $96,000 in 1971 . 

5,652,000 

5,192,000 

Sundry deposits and receivables. 

Inventories — At lower of first-in, first-out 

6,117,000 

1,941,000 

cost or market {Note 3). 

5,121,000 

4,849,000 

Other current assets. 

1,778,000 

1,440,000 

Investments and Advances 

Unconsolidated affiliated companies — 

28,650,000 

26,600,000 

At underlying book value (Note 1). 

Broadcasting investments and advances — At cost 

424,000 

637,000 

(Note 4) . 

4,671,000 

5,897,000 

Property, Plant and Equipment — At Cost 

Net of accumulated depreciation 

5,095,000 

6,534,000 

and amortization (Notes 5 and 7). 

66,153,000 

52,718,000 

Other Assets (Note 6). 

25.638,000 

13,520,000 

Franchises, Trademarks and Goodwill 



Principally beverage franchises (Note 1). 

28,219,000 

22,446,000 


$153,755,000 

$121,818,000 
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LIABILITIES 

1972 

1971 

Current Liabilities 

Long-term debt — Due within one year. 

Accounts payable. 

Taxes payable. 

. $ 6,305,000 

16,462,000 

1,984,000 

$ 6,478,000 
13,033,000 
3,989,000 


24,751,000 

23,500,000 

Deferred Federal Income Taxes (Note 1). 

1,826,000 

1,584,000 

Long-term Debt (Note 7). 

60,700,000 

38,373,000 


87,277,000 

63,457,000 

Long-term Senior Subordinated Debt (Note 7). 

20,000,000 

20,000,000 


107,277,000 

83,457,000 

Commitments and Contingencies (Notes 9 and 10) 



SHAREHOLDERS’ EQUITY (Note 8) 



Preferred Stock — $1 Par Value 

Authorized and unissued — 1,000,000 shares. 

. 

- 

Common Stock - $1 Par Value 

Authorized — 7,500,000 shares 

Issued —5,029,338 shares. 

5,029,000 

5,029,000 

Additional Paid-in Capital . 

2,899,000 

2,750,000 

Retained Earnings . 

41,403,000 

33,765,000 


49,331,000 

41,544,000 

Less: Treasury stock—At cost — 96,124 shares 
in 1972 and 118,382 shares in 1971. 

2,853,000 

3,183,000 


46,478,000 

38,361,000 

$153,755,000 

$121,818,000 
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General Cinema Corporation and Subsidiaries 
Consolidated Statement of Income 
Years Ended October 31,1972 and 1971 


1972 


REVENUES. $197,015,000 


Costs and Expenses 

Film, cost of sales, payroll and other costs. 115,243,000 

Operating and administrative expenses. 32,166,000 

Selling and distributing expenses. 21,242,000 

Interest. 4,142,000 

Depreciation and amortization. 9,709,000 

182,502,000 


Income Before Federal Income Taxes. 14,513,000 


Provision for Federal Income Taxes 

Currently payable. 5,755,000 

Deferred (Note 1). 242,000 


5,997,000 


Income Before Equity in Net Income of 

Unconsolidated Affiliated Companies. 8,516,000 

Equity in net income of unconsolidated 
affiliated companies. 262,000 


Income Before Extraordinary Items 


8,778,000 


Extraordinary Items 

Gain on sales of property — Net of income taxes of 


$97,000 in 1972 and $219,000 in 1971 . 256,000 

Tax reduction attributable to loss carryovers. 179,000 


435,000 


Net Income 


$ 9,213,000 


Net Income Per Share of Common Stock 
and Common Stock Equivalents (Note 8) 

Income before extraordinary items. $1.72 

Extraordinary items — Net of Federal income taxes. .08 

Net income . $1.80 


The accompanying notes are an Integral 


1 this statement. 
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1971 

$173,951,000 


100,408,000 

26,933,000 

20,105,000 

3,747,000 

8,207,000 

159,400,000 


14,551,000 


6,361,000 

255,000 

6,616,000 


7,935,000 

307,000 


8,242,000 


511,000 

141,000 

652,000 


$ 8,694,000 


$1.62 

.13 

$1.75 
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Divisional Statement of Income 
Years Ended October 31,1972 and 1971 


Theatre Division 

Beverage Division 

1972 1971 

1972 1971 


# 


Revenues . 

.. $99,763,000 

$80,315,000 

$97,252,000 

$93,636,000 

Costs and Expenses 

Film, cost of sales, payroll and other costs. 

Operating and administrative expenses. 

Selling and distributing expenses. 

Interest. 

Depreciation and amortization. 

57,049,000 

27,192,000 

1,675,000 

2,721,000 

44,156,000 

22,721,000 

878,000 

2,244,000 

58,194,000 

4,974,000 

21,242,000 

2,467,000 

6,988,000 

56,252,000 

4,212,000 

20,105,000 

2,869,000 

5,963,000 


88,637,000 

69,999,000 

93,865,000 

89,401,000 

Income Before Federal Income Taxes. 

11,126,000 

10,316,000 

3,387,000 

4,235,000 

Provision for Federal Income Taxes 

Currently payable.. 

Deferred (Note 1). 

4,733,000 

106,000 

4,565,000 

40,000 

1,022,000 

136,000 

1,796,000 

215,000 


4,839,000 

4,605,000 

1,158,000 

2,011,000 

Income Before Equity in Net income of 
Unconsolidated Affiliated Companies. 

Equity in net income of 

unconsolidated affiliated companies. 

6,287,000 

262,000 

5,711,000 

307,000 

2,229,000 

2,224,000 

Income Before Extraordinary Items . 

. $ 6,549,000 

$ 6,018,000 

$ 2,229,000 

$ 2,224,000 

Consolidated Statement of Retained Earnings 

Years Ended October 31,1972 and 1971 


1972 

1971 

Retained Earnings — Beginning of Year . 

Net income for the year. 

Cash dividends paid: 

1972 — $.32 per share. 

1971 —$.28 per share. 



$33,765,000 

9,213,000 

(1,575,000) 

$26,252,000 

8,894,000 

(1,381,000) 

Retained Earnings — End of Year . 



$41,403,000 

$33,765,000 


The accompanying notes are an Integral part of these statements. 
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General Cinema Corporation and Subsidiaries 


Consolidated Statement of Changes in Financial Position 



Years Ended October 31,1972 and 1971 

1972 

1971 

Sources of Working Capital 



Income from operations. 

$ 8,778,000 

S 8,242,000 

Add: Expenses not requiring an outlay of 



working capital during the period — 



Depreciation and amortization. 

9,709,000 

8,207,000 

Amortization of intangible assets. 

1,037,000 

779,000 

Deferred Federal income taxes. 

242,000 

255,000 


19,766,000 

17,483,000 

Less: Equity in net income of unconsolidated affiliated companies. 

262,000 

307,000 

Working capita! provided from operations. 

19,504,000 

17,176,000 

Gain on sales of property — Net.. 

256,000 

511,000 

Add: Land costand deferred taxes'on gain — Net of 



nonworking capital consideration received. 

998,000 

186,000 


1,252,000 

697,000 

Tax reduction attributable to loss carryovers. 

179,000 

141,000 

Working capital provided from extraordinary items . 

1,431,000 

838,000 


20,935,000 

18,014,000 

Net increase in long-term debt. 

22,327,000 

287,000 

Sale of common stock. 

479,000 

681,000 

Other items . 

— 

193,000 


43,741,000 

19,175,000 

Uses of Working Capital 



Purchase of property, plant and equipment — Net. 

23,144,000 

'11,989,000 

Leasehold cost . 

13,096,000 

186,000 

Purchase of Franchise, trademarks and goodwill. $5,798,000 



Less: Amount not requiring an outlay of 



working capital during the period. 2,412,000 

3,386,000 

272,000 

Purchase of treasury stock. 

— 

2,430,000 

Net increase in investments and advances. 

1,503,000 

3,148,000 

Cash dividends. 

1,575,000 

1,381,000 

Other items . 

238,000 

— 


42,942,000 

19,406,000 

Increase (Decrease) in Working Capital . 

$ 799,000 

(S 231,000) 

Analysis of Changes in Working Capital Items Increase (Decrease) 


Current Assets 



Cash. 

($ 196,000) 

S 2,594,000 

Short-term investments — At cost. 

( 3,000,000) 

,( 1,978,000) 

Notes and accounts receivable — Trade 



Net of allowance for doubtful accounts. 

460,000 

509,000 

Sundry deposits and receivables. 

4,176,000 

475,000 

Inventories — At lower of first-in, first-out cost or market. 

272,000 

62,000 

Other current assets. 

338,000 

234,000 


2,050,000 

1,896,000 

Current Liabilities 



Long-term debt — Due within one year. 

173,000 

( 3,079,000) 

Notes payable. 

— 

230,000 

Accounts payable. 

( 3,429,000) 

56,000 

Taxes payable. 

2,005,000 

666,000 


( 1,251,000) 

( 2,127,000) 

Increase (Decrease) in Working Capital . 

$ 799,000 

($ 231,000) 


The accompanying notes ate an Integral part of this statement. 
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Notes To The Financial Statements 


1. SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES 

Principles of Consolidation. All majority-owned subsid¬ 
iaries are included in the consolidated financial statements; 
all intercompany accounts and transactions have been 
eliminated. Affiliated companies in which the Company 
^owns 50% of the outstanding stock have not been con- 
®solidated. The investment therein is stated at the under¬ 
lying book value. 

Inventories. Inventories are stated at the lower of cost or 
market. Cost is determined by the first-in, first-out method; 
market represents the lower of replacements cost or esti¬ 
mated net realizable value. 

Depreciation and Amortization. Depreciation and amor¬ 
tization has been provided on the straight-line basis over 


the following estimated useful lives: 

Buildings.20-50 years 

Leasehold improvements.... Lesser of lease life or asset life 

Equipment and fixtures.6-20 years 

Delivery trucks and vending machines .4-8 years 

Returnable bottles and cases.3-4 years 


Unamortized Debt Discount and Expense. Unamortized 
debt discount and expense is being amortized over the 
terms of the applicable debt ranging up to fifteen years. 
Unamortized Leasehold Expense. Unamortized leasehold 
expense consists primarily of the amounts paid to acquire 
theatre leases. These expenses are amortized over the 
lease lives ranging up to twenty-five years. 

Franchises, Trademarks and Goodwill. Franchises, trade¬ 
marks and goodwill generally are not being amortized as 
management considers their value to be of a permanent 
nature. Management reviews these costs on a periodic 
basis and an amortization program will be established if 
future events make such amortization appropriate. 

& In accordance with recently promulgated accounting prin- 
$ ciples relating to acquisitions subsequent to October 31, 
1970, franchises, trademarks and goodwill in the amount 
of $5,946,000 are being amortized by charges to income 
computed on the straight-line basis over 40 years. 1972 
amortization amounted to $25,000 and there was no amor¬ 
tization in 1971. 

During 1971, the Federal Trade Commission issued com¬ 
plaints against seven major soft-drink companies, includ¬ 
ing three franchisors of the Company, and has proposed 
orders which would prohibit the franchisors from attempt¬ 
ing to enforce territorial and other restrictions in the sale 
of their products. The franchisors have stated that they 
intend to defend their bottling franchise agreements. 
Federal Income Taxes. The Company and each of its sub¬ 
sidiaries file separate tax returns. Accordingly, the provi¬ 
sion for Federal income taxes has been computed on the 
basis of separate return rates. As a result of the 1969 Tax 
Reform Act, the tax savings attributable to separate returns 
is being ratably phased out over the Company’s next four 


fiscal years. As a result of this reduction in tax savings, as 
well as other factors affecting the Federal tax return the 
Company is seriously considering the filing of a consoli¬ 
dated income tax return for the year ended October 31, 
1973. If the consolidated income tax regulations were 
applicable for 1972, the Federal income tax expense would 
have been approximately $6,300,000 as compared to 
$5,997,000. 

The tax savings of approximately $525,000 attributable to 
losses of recently merged subsidiaries are reflected in the 
financial statements as a reduction of income taxes since 
these losses will be recoverable against future taxable 
income. 

Investment Tax Credits. Investment credits are accounted 
for on the flow-through method whereby the benefit is 
reflected currently. Investment tax credits applied to re¬ 
duce the provision for Federal income taxes were 3575,000 
in 1972 and $100,000 in 1971. 

Deferred Federal Income Taxes. Depreciation is com¬ 
puted on the straight-line method for financial reporting 
and on an accelerated method, where practicable, for Fed¬ 
eral income tax purposes. The tax credits applicable to the 
increased depreciation taken for Federal income tax pur¬ 
poses are included on the consolidated balance sheet with 
other tax credits as "Deferred Federal Income Taxes". 

2. RECENT ACQUISITIONS. On July 11, 1972, the Com¬ 
pany acquired from Loews Corporation its interest in 47 
indoor theatres, located primarily in California and Florida, 
for an aggregate purchase price of $16,388,000, including 
the assumption of certain mortgages, of which $4,956,000 
has been paid with the balance payable in instalments 
through November 5,1975. 

The operations of these 47 theatres are accounted for as 
a purchase and are included in the Consolidated State¬ 
ment of Income from their effective date of acquisition on 
June 28, 1972. 

The assets acquired were as follows: 

Real estate S 2,445,000 

Equipment 1,401,000 

Leasehold interests 12,542,000 

$16,388,000 

Lease security deposits of $287,090 were acquired and in 
addition, the Company purchased the inventory of the op¬ 
erators of the refreshment facilities at these theatres in 
connection with taking over operation of these facilities for 
$18,500. 

The Company is presently negotiating the sale and lease¬ 
back of the assets acquired from Loews Corporation. 

On September 21, 1972, the Company converted 
$2,432,000 face amount of convertible debentures and re¬ 
ceived 1,832 shares of common stock of Coral Television 
Corporation. These shares together with the shares owned 
resulted in ownership of approximately eighty percent of 
the common stock. The acquisition of Coral Television is 
accounted for as a purchase and the operations are in- 
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eluded in the Consolidated Statement of Income from the 
acquisition date. In January, 1973, the Company acquired 
additional shares of common stock increasing their owner¬ 
ship of common stock to 83.9%. 

The following is a summary of the pro forma results of 
operations for the years 1972 and 1971, assuming that the 
acquisition from Loews Corporation and the purchase of 
Coral Television Corporation had taken place on Novem¬ 
ber 1, 1970. The theatre operations are adjusted for de¬ 
preciation of equipment, amortization of leasehold ex¬ 
pense, office expenses and interest expense, net of income 
taxes, as if incurred since that date: 


5. PROPERTY, PLANT AND EQUIPMENT-AT COST 

This is composed of- 


Leasehold improvements 
Equipment and fixtures 
Delivery trucks and vending machines 
Returnable bottles and cases 


s: Accumulated depreciatior 


S 4,583,000 S 3,637,000 
8,623,000 6,271,000 

25,326,000 19,905,000 

30,090,000 25,227,000 

11,701,000 10,363,000 

18,113,000 18,627,000 

98,436,000 84,030,01^ 

32,283,000 31,312,000 

$66,153,000 $52,718,000 


1972 1971 

Revenues $gq8,a35;t)S0 $188,911,000 

Income before extraordinary items 
Net income 

Earnings per common share and 

Income before extraordinary items 
Extraordinary items 
Net income 

3. INVENTORIES 

Inventories are composed of: 


Finished products 

Materials and manufacturing supplies 
Refreshment facility inventories 


4. BROADCASTING INVESTMENTS AND ADVANCES 

This is composed of: 

1972 1971 

Four Radio Station Corporations 

Convertible 8% preferred stock (a) $ 200,000 $ 200,000 

Notes and loans receivable (Vb of 1 % 
above average prime) 4,421,000 2,988,000 

Advance deposit (b) 50,000 — 

Coral Television Corporation (Note 2) 

Convertible debentures and common stock — 2,709,000 

S4.671.000 $5,897,000 


(a) If the preferred stock were converted, it would result 
in the ownership of 80% of the outstanding common 
stock of each corporation; however, such conversion 
has not been requested. The Company has guaranteed 
obligations of these radio stations at October 31,1972 
in the approximate amount of $430,000. 

(b) In January 1973, the Company invested $1,000,000 in 
convertible preferred stock and notes of a corporation 
which acquired an FM station in Chicago. A Chicago 
citizens' group has brought an action objecting to this 
transaction. The Company believes the defense of 
this action will be successful. 


$7,964,000 
$8,543,000 $8,616,000 


$1 59 SI 56 

_08 .13 

$1.67 $169 


$2,141,000 $2,102,000 
2,405,000 2,295,000 

575,000 452,000 


$5,121,000 $4,849,000 


Assets with a book value of $10,260,000 have been 
pledged to collateralize indebtedness — See Note 7, 

6. OTHER ASSETS 

Other assets are composed of: 


1972 


1971 


Unamortized debt-$||®pgjii;and 
expense (a) $ 2,372,000 

Land held for mvesWtSfiHb) 1,021,000 

Notes, loans and accounts receivable — 

Due after one year 1,670,000 

Unamortized leasehold expense 

(Note 2 — Loews) (a) 1^,104,000 

Other 1,471,000 

$25,638,000 


$ 2,651,000 
1,907,000 

1,334,000 

6,708,000 

920,000 

$13,520,000 


(a) Amortization of debt discount and leasehold expense 
is included in operating and administrative expenses 
and amounted to $994,000 in 1972 and $755,000 in 
1971. 


(b) Land adjacent to a bottling plant is not used in the 
conduct of the Company’s business and is being held 
primarily for sale. In May of 1972 approximately one- 
half of this parcel of land was sold and the purchaser 
has an option to acquire the remaining parcel of land. 


7. LONG-TERM DEBT 

Long-term debt is composed of the following: 


ft 


Amount 


General Cinema Corporation 
Unsecured notes- 
Revolving line of 

credit (a) IlgifpiSQO 

Promissory notes 3,531,000 

Senior Subordinated 

Notes (b) 20,000,000 

Subsidiaries 

Mortgages on 

real estate 2,809,000 

Chattel mortgages on 
equipment 1,798,000 

Notes collateralized by 
theatre leases and 
film contracts (c) 4,168,000 

Unsecured notes — 

(Loews) 10,397,000 

Unsecured notes 2,497,000 

$80,700,000 


% of'1% 

fctttve 1978 

5V2-5 3 /4% 1974 - 1981 

67e% stated 

(8.1% effective) 1983 


1975 - 1993 
1974 - 1979 


4- 6% 1977- 1982 

1% above prime 1975 

5- 8%% 1974 - 1983 
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Current maturities of $6,305,000 at October 31, 1972 and 
$6,478,000 at October 31,1971 are not included above. 


(a) Outstanding loans carry an annual interest rate of Va % 
above prime rate through November 1,1976, and there¬ 
after an annual rate of %% above prime. The Company 
has agreed to maintain a compensating cash balance 
of 20% of the outstanding loans and to pay a commit¬ 
ment fee at an annual rate of Vi % on the unused line 
of credit. 


£ b) 


Pursuant to the agreement dated January 31, 1969, 
under which the Company’s Senior Subordinated 
Notes were issued, the Company also issued stock 
purchase warrants for the purchase of up to 225,000 
shares of its common stock. These notes are sub¬ 
ordinated to the unsecured notes payable of the 
Company. 


(c) The book value of the theatre leases and film contracts 
at October 31,1972 was approximately $5,750,000. 


See Note 8 for restriction on the payment of dividends and 
description of warrants. 


8. SHAREHOLDERS’ EQUITY 


Common Stock and Additional Paid-In Capital. A sum¬ 
mary of the changes in common stock and additional paid- 
in capital during the period is as follows: 


Additional 

Common Stock SI Par Value Paid-In 
Shares Amount Capital 

Balance —November 1,1971 5,029,338 $5,029,000 $2,750,000 

Excess of proceeds over cost 
upon the sale of treasury 
common stock on exercise 
of stock options 

(22,258 shares) __ 149,000 

Balance October 31,1972 5,029,338 55,029,000 52,699,000 


Treasury Stock. A summary of the activity in treasury 
stock during the period is as follows: 

Number Amount 

■w Balance — November 1,1971 118,382 $3,183,000 

Treasury shares sold in connection with 
exercise of stock options 22,258 330,000 

Balance —October 31, 1972 96,124 $2,853,000 


Common Stock Options and Warrants. A summary of the 
incentive stock option plan in effect at October 31, 1972 is 
as follows: 


Maximum shares available under the plan 273,175 

Shares presently under option 94,487 

Shares available for future grants 178,688 

Option price at issuance 100% of market value 

Changes in the outstanding options during the year are 
summarized below: 

Options outstanding — November 1,1971 
Options granted 


115,425 

1,500 


Less: Options exercised 
Options cancelled 

Options outstanding — October 31,1972 


22,438 

94,487 


Stock options, presently outstanding, were granted at 
prices varying from $12.33 to $38.38 per share and are ex¬ 
ercisable in equal annual installments over a period of five 
years from the date of grant with the right of cumulation. 

Outstanding at October 31, 1972 are 225,000 warrants 
sold by the Company during 1969 in connection with the 
private placement of debt in the amount of $20,000,000. 
These warrants are exercisable until January 31, 1979 at 
$14.67 per share. 

There are 498,175 common shares reserved for issuance 
upon the exercise of 273,175 stock options and 225,000 
warrants. 

Restriction on Payment of Dividends. Among other re¬ 
strictions, certain loan agreements include limitations on 
the redemption of the Company’s capital stock and the 
payment of dividends, other than stock dividends. At Octo¬ 
ber 31, 1972, approximately $10,100,000 of consolidated 
retained earnings was available for dividends. 

Net Income Per Share of Common Stock and Common 
Stock Equivalents. Net income per share is based upon 
5,105,352 shares in 1972 and 5,096,281 shares in 1971, 
the weighted average number of common shares and com¬ 
mon share equivalents outstanding during the year, as¬ 
suming that proceeds from the exercise of warrants and 
options would be used to purchase common stock. 

Net income per share of common stock and common stock 
equivalents assuming full dilution has not been presented 
since it is not dilutive in 1972 and for 1971 the dilutive effect 
was not material. 

9. COMMITMENTS AND CONTINGENCIES 

Pending Litigation. On September 13, 1971, the Justice 
Department filed a civil complaint against the Company to 
require divestiture of the leases and operating assets of 
eighteen theatres that were acquired in the Minneapolis- 
St. Paul, Minnesota area during 1970. Although it is not 
possible to predict the outcome of litigation, the Company 
is opposing the suit and both the Company and its attorneys 
believe that the Company should prevail. 

Leases. The Company’s long-term leases generally pro¬ 
vide that the Company will pay real estate taxes and other 
expenses and, in certain cases, additional rentals based 
on revenue. 

The leases in effect at October 31, 1972 provide for mini¬ 
mum annual rentals of $14,025,000 and, unless the Com¬ 
pany exercises its renewal options, will expire as follows: 

1973 - 1977.SI ,278,000 1988 - 1992.$3,683,000 

1978- 1982. 1,371,000 1993- 1997 ^ 2,327,000 

1983 - 1987. 4,893,000 1998 and 

subsequen!. 473,000 

Pension Plans. The Company has several noncontributory 
retirement plans for certain employees not covered by 
other plans. For these pension plans the charge against 
income for the year ended October 31,1972 was $282,000 
and the estimated liability for past service was approxi- 
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mately SI,145,000, which is being funded over periods 
ranging up to 30 years. 

The fund assets exceed the value of the actuarially com¬ 
puted vested benefits except for three plans where the 
actuarially computed vested benefit exceeded the assets 
of the plan by S265.000, 

Guaranty and Pledge. In connection with a 1969 agree¬ 
ment concerning the sale and leaseback of four beverage 
plants, the Company guaranteed notes payable of the 
lessor in the amount of 83,000,000 and pledged the com¬ 
mon stock of three beverage subsidiaries to secure the 
lease. 

Furniture Operations. In September 1972, the Company 
entered into an agreement to finance the development of 
a chain of retail furniture stores, The initial commitment is 
to invest up to S500.000 in subordinated notes of the first 
corporation ($300,0U0 of the investment to be subordinated 
notes convertible into 70 percent of the common stock of 
the Company and 3200,000 to be nonconvertible, sub¬ 
ordinated notes). If the results of operations meet or ex¬ 
ceed certain projections prior to December 31, 1974, the 
Company will have an obligation to convert its notes and 
eventually to purchase the balance of the outstanding com¬ 
mon stock. The first store opened for business in October 
of 1972. 

The agreement initially contemplates the financing of five 
stores and an additional five stores if revenues and pro¬ 


jections are met. The Company has agreed to provide 
financing and working capital for each additional store 
location through subordinated loans of up to $500,000 and 
has also agreed to guarantee leases where necessary. 
Each additional location is to be operated as a wholly- 
owned subsidiary of the first Corporation and their stock 
is to be pledged to collateralize the loans. 

10. SUBSEQUENT EVENTS 

Seven-Up Franchise. On December 1,1972, the Company 
acquired for S888,000 the Seven-Up franchise for Atlantaw 
Gainesville and Macon, Georgia. 

Proposed Merger. On December 1 1, 1972, the Board of 
Directors of the Company approved an Agreement and 
Plan of Reorganization pursuant to which American Pepsi¬ 
Cola Bottlers, Inc. would become a wholly-owned sub¬ 
sidiary of the Company. Under the terms of the Agreement 
and Plan, each share of American Pepsl-Cola Bottlers, Inc. 
common stock Is to be converted into one-half share of 
the Company's common stock, resulting in the issuance 
of approximately 560,000 shares of common stock of the 
Company. The consummation of the transactions contem¬ 
plated by the Agreement and Plan is conditioned, among 
other things, upon (i) the acquisition being accounted for 
as a pooling of interests, (ii) the approval of the share¬ 
holders of American Pepsi-Cola Bottlers, Inc. and (iii) the 
approval of regulatory governmental agencies. 


Accountants’ Opinion 

BOARD OF DIRECTORS AND SHAREHOLDERS 
GENERAL CINEMA CORPORATION 

We have examined the consolidated balance sheet 
of GENERAL CINEMA CORPORATION AND SUBSIDI¬ 
ARIES at October 31, 1972 and the related consolidat¬ 
ed statements of income, retained earnings and 
changes in financial position for the year then ended. 
Our examination was made in accordance with general¬ 
ly accepted auditing standards and accordingly included 
such tests of the accounting records and such other 
auditing procedures as we considered necessary in 
the circumstances. We have previously made a similar 

Boston, Massachusetts 
January 26, 1973 


examination of the financial statements for the preced¬ 
ing year. 

In our opinion these financial statements present 
fairly the consolidated financial position of GENERAL * 
CINEMA CORPORATION AND SUBSIDIARIES at October I 
31, 1972 and the consolidated results of their opera¬ 
tions and the changes in financial position for the year 
then ended, in conformity with generally accepted 
accounting principles applied on a basis consistent 
with that of the preceding year. 


J. K. Lasser & Company 
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© Indoor Theatres 
© Drive-in Theatres 
® Bottling and/or Canning Facilities 
Distribution Centers 

Theatres Under Construction and Proposed 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 






















Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 





